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PREFACE 


The United States does not maintain 
diplomatic relations with Iran and 
does not have an Embassy in Tehran. 
Therefore, this publication was pre- 
pared by the U.S. Department of State. 
The statistical table, usually found 
in the Foreign Economic Trends series, 
is not included in this publication, 
because reliable data is not available. 





BACKGROUND 


Iran's economy has suffered major disruption over the 
course of the last four years. General strikes in the last 
four months of 1978 succeeded, by yearend, in halting most 
economic activity, including oil production. These strikes 
ended with the return of Khomeini and the overthrow of the 
government in February 1979, but the economy never recovered. 
Most of the top industrialists, businessmen, and government 
officials left were imprisoned and many were executed. A 
significant number of highly skilled technical people also left 
the country, and those who remained were unable to operate in a 
normal fashion. Nearly all the major firms in the modern 
sector were nationalized. Very low level employees (drivers 
and janitors) appeared on boards of directors along with second 
and third echelon technical and managerial personnel who had 
acceptable revolutionary credentials. 


There was, in the summer of 1979, an effort to establish 
economic order, and to resume work on some of the projects 
initiated under the Shah. This phase ended on November 4, 
1979, when the hostages were taken and the revolution turned 
sharply radical. Iran's financial assets in the United States 
were frozen and an embargo against all but essential (food and 
medical supplies) trade was imposed by the United States and 
many of its allies. Crude oil exports, which had partially 
recovered, dropped once again. 


Yet another major disruption occurred in September of 1980 
when Iraq invaded Iran. Shipping in the Northern Gulf was 
threatened and petroleum exports fell to 600,000 b/d in the 
last quarter of 1980, much of which came from offshore 
terminals out of range of the Iraqi Air Force and Navy. Iraqi 
ground forces occupied Abadan, site of Iran's largest refinery, 
and Khorramshahr, once the major port. 


Iran was forced to draw down on its considerable foreign 
reserves in order to fight the war and to assure sufficient 
food supplies. Shortages were severe, particularly of fuel, 
and a rationing system was implemented. There is, however, no 
evidence of hunger during this period, though clearly variety 
in diet was limited. 





Release of the hostages in January 1981 brought an end to 
the embargo. At about the same time diminished war risk to 
shipping and a more pragmatic attitude towards pricing resulted 
in an increase in crude exports, relieving severe financial 
pressures. The economic slide bottomed out in 1981, and began 
to show signs of slow growth in 1982. 


POLITICAL CLIMATE 


The regime survived a series of bombings and assassinations 
that eliminated virtually the entire top leadership in 
mid-1981. The reign of terror that followed eliminated the 
Mujahedin as a potentially viable opposition. The regime now 
appears to be in firmer control than at any time since the 
advent of the revolution, though growing discontent, the death 
of Khomeini, or some other major disruption could precipitate 
major civil disorders. 


Iran is still very much a revolutionary society. Prisons 
are full, summary executions continue to occur and dissent is 
not tolerated. Islamic dress requirements for women have 
become stricter even since early 1983, school 
children are encouraged to inform on their parents, corruption 
is rampant, and there are armed groups beyond the control of 
the central government. 


There was, however, evidence of a trend toward moderation 
in some aspects of Iranian politics in the first half of 1983. 
In December 1982, Khomeini issued an eight-point decree that 
aimed at unifying the judicial system and at curbing the more 
egregious abuses of human rights. With the exception of the 
mass arrests of Tudeh party members, the number of arrests has 
declined, as has the number of executions. Restrictions on 
private travel abroad by Iranians were eased, and numbers of 
the exile community, particularly those with needed skills have 
been invited to return. Some of the proposed radical 
legislation pertaining to nationalization of foreign trade, 
confiscation of property owned by exiles, and the more 
offensive portions of a rural land reform act has thus far been 
blocked by the Council of Guardians, which must certify that 
conformity to Islam is contained in all bills passed by the 
Majlis before they can become law. 





By mid-year, however, there was evidence of a decline in 
momentum of this reform program. Changes in the composition of 
the Council of Guardians and the removal in August of several 
relatively conservative cabinet ministers indicate a resurgence 
of radical influence. At least until Khomeini has passed from 
the scene, the political climate in Iran will be characterized 
by further shifts as radicals and relative conservative 
elements vie for power. 


There is a growing realization that the regime cannot 
continue to ignore economic problems. Severe economic decline 
has had a greater impact on the middle classes, but has 
affected lower income groups - the major source of Khomeini's 
political strength - as well. There has been rioting in Tehran 
due to power failures , lack of water and high prices. There 
are rumors of similar occurences in other Iranian cities. Over 
the short term, the regime seems willing and able to control 
these outbreaks through repression. 


The Plan and Budget Organization completed a five-year plan 
to be implemented beginning with the 1983-84 (March 21 to March 
20) fiscal year. Efforts are being made to complete major 
development projects begun under the Shah, and to resume old 
trading patterns. There are signs of attempts to impose labor 
discipline on Iran's labor force, which had succeeded in 
obtaining major wage increases through strikes and holding 
Managers for ransom. 


Continued political instability will impede progress on the 
economic front. Unresolved issues of private property and 
rural land reform will slow growth in agricultural output. 
Reform and restructure of the banking system continues (banks 
were nationalized in 1979) as efforts are made to eliminate 
interest and to make banks partners in the projects they 
finance. Although most large industrial units not already 
state owned were nationalized during the revolution, remnants 
of the private sector continue to exist. No consensus has been 
reached as to whether foreign trade should be nationalized or 
left in part to private importers, but internal distribution is 
still handled by the bazaar class. Many small shops and small 
repair and manufacturing units are still individually owned. 
Engineering and consulting firms are private, apparently 
reconstituted by employees of pre-revolution firms many of 
whose owners fled for political reasons. While there has been 
some mention of returning nationalized units to private hands, 
long term private investment is likely to be minimal until 
political uncertainty is resolved. 





MACRO 


Few data, let alone reliable data, are available. In 
addition, such data as do exist may be affected by wide 
fluctuations in the price of oil. According to the 
International Monetary Fund's International Financial 
Statistics obtained from official Iranian sources, nominal 
Gross National Product (GNP) grew by over 25 percent in 1979, the 
first year of the Revolution. This was due entirely to the 
sharp increase in oil prices. Oil exports, already reduced in 
1978, fell even further in 1979, while other economic activity 
had nearly ground to a halt. 


According to official Iranian estimates, the economy had a 
negative real growth rate of 4 percent for the year ending in 
March 1980, and a negative 16.5 percent for the year ending in 
March 1981. There were positive growth rates of 2.2 percent 
and 7 percent for the years ending in March 1982 and 1983 
respectively. The current level of economic activity is 
estimated to be 87.7 percent of what it was at the end of the 
Shah's regime. 


These figures probably underestimate the actual extent of 
economic decline. The last year of the Shah's regime, 1978-79, 
saw a sharp decline in economic activity, as much as 20 percent 
in real terms according to estimates made by the U.S. Embassy 
in Tehran. In addition, it is highly likely that the deflators 
used by the Iranian government underestimate actual levels of 
inflation in the post revolutionary period. 


Iran has experienced high rates of inflation, but a 
Passably accurate measure of this inflation is difficult to 
obtain. Many basic commodities are still subject to rationing 
and price controls and there is a flourishing black market. 
Official statistics probably do not take black market prices 
into account, and it is not possible for an outside observer to 
estimate the percentage of transactions that take place at 
black market prices. 


A general idea of the rise in price levels can be obtained 
from the following statistics. 


1976 1977 1978 1979 1980 1981 


Wholesale 


Cost of Living 





Iran claims that inflation dropped in 1982. Central Bank 
figures quoted in the Iranian press indicate that the rate of 
increase in the Wholesale Price Index fell from 24.7 percent to 
10.7 percent for the first halves of 1360 and 1361 (March-Sept 
1981-82). Consumer Price Index rates for the same period were 
25.1 percent and 16.1 percent. Inflation rates for early 1362 
(1983), however, seem to be rising once again. Annual rates 
were in the 17 to 20 percent range. 


Published rates do not tell the whole story. Many basic 
necessities including food and fuel - until January 1983 - were 
rationed and subject to price controls. Other items were 
simply not available. Rough estimates of inflation by outside 
observers place the rate at about 50 percent. 


According to official Iranian statistics, unemployment is 
put at 26 percent of the workforce of nearly 12 million. This 
figure would no doubt be even higher but for the numbers of 
young men drafted into the military or recruited into the 
Revolutionary Guard and other irregular military groups. Some 
workers appear to have found jobs in the underground economy, 
Mainly in the distribution of black market goods. 
Underemployment has also been a major problem. Early in the 
revolution companies were unable to fire excess employees, even 
though factories were operating nowhere near capacity. These 
firms probably have more employees than needed. Fragmentary 
discussion in the Iranian press indicates that some factions of 
the regime would prefer to fire excess workers while others 
view this as politically risky. 


PETROLEUM SECTOR 


Crude oil exports account for one-fourth to one-third of 
GNP and nearly all foreign exchange earnings. Production and 
export levels have fluctuated widely since the revolution began. 


Exports dropped to just over 600,000 b/d in the last two 
quarters of 1980 due in part to the outbreak of the Iran/Iraq 
War, but also to Iran's refusal to price its oil 
competitively. A more pragmatic attitude toward pricing and an 
easing of the perceived danger to shipping in the Persian Gulf 
allowed exports to rise. Exports averaged just under 1 million 
b/d in 1981. 1982 exports averaged almost 2 million b/d, 
enough to permit Iran to pay for war materiel and basic 
necessities, to be able to rebuild its depleted foreign 
exchange reserves and to begin to reactivate development 
projects initiated under the Shah. 





Export levels during the first quarter of 1983 averaged 
about 2.2 million b/d, but dropped to less than 2 million b/d 
in the second quarter. This drop was due both to Iran's 
realization that violation of OPEC production quotas and under 
pricing could result in a price war that would adversely affect 
Iran's foreign exchange earnings, and to an inability to reach 
price agreements with major lifters, particularly the Japanese. 


The rise in Iran's exports in late 1982 and early 1983 was 
due mainly to aggressive marketing methods. OPEC price levels 
were undercut by as much as several dollars per barrel. In 
addition, Iran entered into a number of barter deals for the 
purchase of arms and other goods, which also led to discounts 
in the actual price paid. As of mid-1983 Iran appears to be 
pricing its oil much closer to the OPEC posted price, though 
some discounting probably occurs. Iran is also attempting to 
reduce the percentage of its oil sold under barter arrangements. 


Iran had a productive capacity of 6.2 million b/d prior to 
the revolution. Although hard information as to the current 
production capacity is lacking, Iran is believed capable of 
producing 3 million b/d. While production could be raised over 
that figure, there is doubt that levels of more than 3 million 
b/d could be maintained for a prolonged period. Economic 
planners have accorded a high priority to maintenance and 
repair of Iran's oil fields. Their goal seems to be a 
productive capacity of 4 million b/d. Rapid return to that 
level, and expansion beyond 4 million b/d, could reguire the 
return of significant numbers of foreign experts, something the 
current government wishes to avoid. 


Kharg Island, Iran's main crude oil export terminal, has 
been damaged by Iragi attacks, but the extent of the damage is 
not known. The facility was built with surplus capacity and 
with reduced levels of crude oil exports it is capable of 
exporting as much oil as Iran can now produce. 


Iran's main refinery was the 600,000 b/d Abadan 
installation. That refinery was damaged by Iraqi forces late 
in 1980 and has not operated since the war started. In 
addition, Iran has the Tehran Refinery with a rated capacity of 
220,000 b/d, the Isfahan Refinery which was completed just 
prior to the revolution and brought on stream after the 
revolution, with a rated capacity of 225,000 b/d, and there are 
smaller refineries at Tabriz, 80,000 b/d and Shiraz, 45,000 
b/d. The Tabriz refinery was damaged early in the war during 





Iraqi air attacks, but seems to have been repaired. According 
to official Iranian statements, all refineries, except Abadan, 
are operating, some at rates greater than their rated 
Capacity. Total refinery capacity seems to be about 600,000 
b/d. Some refined product, particularly kerosene is imported, 
but domestic capacity is capable of meeting most domestic 
demand. 


Natural Gas: Natural Gas exports to the USSR ceased during 
general strikes late in 1978. Exports were briefly resumed 
early in 1979, but stopped again when the Iranians and the 
Soviets failed to agree on price. No price agreement has yet 
been reached, and no Iranian gas has been exported to the USSR 
since early 1979. Plans for IGAT II, a gas pipeline project 
that would have greatly increased natural gas exports to the 
USSR, have been modified ard the line is now to terminate in 
Tehran. 


The Iranian regime resurrected plans, first considered in 
the early 1970s, to build a natural gas pipeline that would 
transit Turkey and either terminate at LNG plants in Turkey, or 
continue into Europe. Preliminary feasibility work was done, 
but by late 1982, it was decided that natural gas prices were 
not high enough to justify the substantial infrastructure 
expense. To the best of our knowledge, no detailed feasibility 
study of the project was ever done. 


TRADE 


As foreign exchange constraints eased, the volume of Iran's 
trade, particularly with OECD countries, increased. This trend 
began late in 1982 and is continuing into 1983. [Iran's import 
bill in 1982 was roughly $10 billion, including some, but not 
all, arms payments. (Barter agreements are used to pay for 
arms from places like North Korea. Other important purchases 
are made in the international arms market, thus making an 
accurate estimate of actual purchases somewhat problematic.) 
Exports for 1982 totaled about $19 billion. 1982 trade figures 
between Iran and its ten major partners plus the U.S. are as 
follows: 





Direction of Trade (Europe & Japan only) 


Sources of Imports - 1982 (Billions U.S. $) 


West Germany 1.397 
Japan -943 
Italy stan 
United Kingdom -584 
Spain -344 
France -328 
Netherlands -263 
Sweden -205 
Switzerland -193 
Benelux - 147 

(U.S.A.) (122) 


Buyers of Iranian Exports - 1982 (Billions U.S. $) 


Italy 2,798 
Japan 2,536 
Netherlands 1,751 
Spain 1,088 
France -908 
West Germany -703 
United Kingdom - 396 
Benelux - 280 
Sweden -190 
Switzerland -073 

(U.S.A.) (.585) 


Figures available for the first part of 1983 indicate that 
Japan and the United Kingdom are increasing their levels of 
exports to Iran, and probably market shares as weli. Japanese 
exports to Iran were more than $1 billion in the first five 
months of 1983 versus $943 million for all of 1982. Japan is, 
in 1983, also the major lifter of Iranian oil. British sales 
to Iran also increased, amounting to $247 million for the first 
four months of 1983 versus $584 for the entire year in 1982. 


Although Iran is resuming relations with former suppliers, 
the regime has also actively sought new sources for its 
imports, and to expend trade relations with third world 
countries or “untainted" countries. Barter arrangements have 
been concluded with Turkey, Pakistan and India in addition to 
the barter arrangements Iran has traditionally had with Eastern 





European countries. The agreement with Turkey seems to be the 
most successful of these agreements. Iranian trade delegations 
have visited Latin America and have concluded or are 
negotiating agreements to purchase both agricultural goods and 
manufactured goods. Imports of rice from Thailand, meat from 
New Zealand, and meat and grain from Australia have increased. 


Iran's trade patterns will continue to be guided by a 
combination of pragmatism and ideology. Japan is the preferred 
supplier both because of the quality of its goods and 
competitive prices, and because it has no history of 
interference (perceived or real) in internal Iranian affairs. 
It is "neither East nor West". Italy is a politically 
acceptable partner, but France, which harbors many Iranian 
dissidents and sells arms to Iraq, can expect to see its share 
of the Iranian market decline. Iran is willing to turn to the 
United States if comparable items are not available elsewhere, 
but prefers to work through middlemen in Europe, or to deal 
with subsidiaries of U.S. companies in third countries. 


THE 5 YEAR PLAN 


Iran's Plan and Budget Organization has prepared a 
five-year plan to be implemented beginning in 1362 (Iranian 
year beginning March 21, 1983). The plan anticipates an 
average annual growth rate of 8.9 percent, with the oil sector 
expected to grow at an annual rate of 16 percent, and the 
non-oil sector at an annual rate of 7 percent. Goals as set 
forth in the plan are as follows: Establishment of an Islamic 
society; expansion of education and elimination of illiteracy; 
elimination of poverty, ensuring the rights of the "oppressed" 
and reduction of regional economic differences; economic 
independence through a policy of import substitution and 
increasing local production of intermediate goods; reduction of 
dependence on crude oil exports; sectoral integration; 
development of “mother” industries such as machine tool 
building; fostering the economic independence of urban areas; 
achievement of the full use of existing industrial capacity; 
and manpower training. 


The plan accords special importance to agriculture and aims 
toward a goal of self-sufficiency in food. Agriculture is 
slated to g ow at a rate of 7 percent per year over the period 
of the plan. This is to be achieved through local production 
of agricultural machinery, agriculture extension services, 
improved management, attractive credit terms for farmers, land 
reform and infrastructure improvement. 
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The importance of the petroleum sector is recognized, but a 
major goal of the plan is to reduce Iran's dependence on 
foreign exchange earnings from crude oil sales. Priority is to 
be given to exploiting fields operated jointly with other 
countries, followed by offshore fields under exclusive Iranian 
control and lastly Iran's onshore fields. Efforts are to be 
undertaken to increase the amount of oil field equipment that 
can be supplied from domestic Iranian sources. 


The industry and mines sector is to expand at an annual 
rate of 14 percent. Planners recognize that this sector must 
expand if Iran's high unemployment rates are to be reduced. 
The plan recognizes that labor relations are a problem and 
calls for improvement. It also calls for diversification of 
sources of intermediate good imports in an effort to reduce 
dependence on any one country or any closely allied group of 
countries. Protective tarrifs are to be used to protect 
industries and to further the policy of import substitution. 


The Iranian government seems to take a somewhat ambivalent 
attitude toward the services sector. On the one hand, services 
are regarded as unproductive and the rapid expansion of the 
sector is seen as economically disadvantageous. On the other 
hand, the importance of education, and the need for expanded 
health services are recognized and efforts are to be undertaken 
to expand both. 


With a few exceptions, notably the goal of establishing an 
Islamic society and perhaps the recognition that one of Iran's 
major economic problems is the lack of linkages among its 
various economic sectors, there is little to distinguish the 
Islamic regime's five-year plan from the five-year plans of the 
Shah's regime. For one thing, Iran's planners have inherited 
the economic structure left by the Shah and must, in essence, 
work with what they have. This means, however, that many of 
the economic problems for which the Shah was criticized, are 
likely to continue. In some cases, these problems may even be 
aggravated since the solutions dictated by economic theory are 
politically unpalatable to the current regime. 


Agriculture is perhaps a prime example. [Iran's 
revolutionaries have made much of the neglect of this sector 
under the Shah, pointing out that while Iran was 
self-sufficient in food in the early 1960s, by the time of the 
revolution, 30 percent of the food supply was imported. While 
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there is no doubt that economic policies under the Shah were 
geared toward developing industry, it is not true that the 
sector was totally neglected. A land reform program was 
implemented, large dams with associated irrigation projects 
were built, there were efforts to develop large mechanized 
agricultural projects, associated industries such as 
agricultural machinery, milling, canning and storage were 
established or in the process of being built, there was an 
agricultural extension service, and the sector did grow at a 
rate of 6 percent per year, only one percent less than that 
forecast for the Islamic plan. Many of the circumstances that 
led to the failure of the Shah's agricultural program are still 
present, and some of them may cause more problems for the 
Islamic regime than they did for the Shah's. Land reform, 
particularly in a society with a feudal structure as was Iran's 
in the first part of the 20th century, is generally considered 
necessary to increase agricultural production. Over the short 
term, however, land reform disrupts and production frequently 
drops. Land reform was one of the major reforms proposd by the 
Islamic regime, but it has been vigorously opposed by 
relatively conservative elements in the regime. After three 
years of argument and discussion, a land reform act was passed 
by the Majlis in late 1982. Offensive clauses were declared 
un-Islamic by the Council of Guardians in December 1982, and 
the act has still not been passed in toto. This has led to a 
long period of uncertainty about land tenure in Iran, which has 
led to drops in production in some areas. Another major 
impediment to growth in the agricultural sector is the food 
subsidy program. Subsidies were wide spread under the Shah, 
and are, if anything, even more extensive under the current 
regime. The regime's major source of support is the urban 
proletariat, hence no step that will increase the cost of such 
basics as food is likely to be taken. Without price incentives 
Iran's farmers are not inclined to increase producton. 

Purchase of agricultural goods must, therefore, be subsidized 
by the Government. Rural urban migration has accelerated since 
the revolution leaving the regime with, at a minimum, an 
increased food subsidy bill, and possibly with a labor shortage 
in rural areas. It is, in sum, unlikely that the regime's 
goals in the agricultural sector will be achieved, an 
eventuality that even the plan organization implicitly 
acknowledges. 


The regime's goal of 16 percent annual growth in the 
petroleum sector also seems unrealistic. World oil demand 
remains slack, and even in the event of an economic recovery 
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pressure to increase producion rather than to raise prices may 
prove irresistible. At present, Iran could probably expand 
production and exports by about 500,000 b/d with somewhat 
higher levels possible for short period of time. Replacement 
of worn out-parts and renovation of fields could raise 
productive capacity, but raising production levels to 4 million 
b/d or more will require use of secondary recovery techniques 
and the use of foreign expertise. Given the current political 
Climate in Iran, it is unlikely that the kinds of projects 
necessary to raise producton to 4 million b/d are likely to be 
initiated in the near future. Even if these projects were 
initiated, it is unlikely that production levels could surpass 
4 million b/d during the first half of the five-year plan. 


U.S./IRAN TRADE 


Throughout most of the 1970s the U.S. was one of the three 
major sources (with West Germany and Japan) of Iran's 
non-military imports. That changed abruptly with the 
revolution and the hostage-taking. President Carter imposed an 
embargo on the export of all but food and medical supplies in 
November 1979, and American longshoremen's refusal to load 
grain for Iran reduced the export figure yet further. 


Economic sanctions against Iran were lifted as part of the 
Algiers Accords of January 1981 which also provided for the 
release of the hostages. As of this writing (mid-1983), there 


have been no changes to that policy of no restrictions on 
purely commercial trade with Iran. High technology and dual 
military/civilian use items require an export license from the 
Department of Commerce Export Administration. Sale and export 
of military goods by U.S. firms or foreign firms producing 
under U.S. licenses is prohibited in keeping with U.S. policy 
of neutrality in the Iran/Irag war. 


An advisory against the travel of American citizens to Iran 
remains in effect. The regime remains virulently anti-American 
and with the continued existence of revolutionary institutions 
in Iran, the risk of arrest is high. Many in Iran can arrest, 
but few have the authority and confidence to authorize 
release. Companies that were active in Iran run the risk that 
their representatives might be held in connection with 
outstanding tax problems. The Swiss Embassy in Tehran looks 
after U.S. interests in the absence of U.S./Iran diplomatic 
relations. While the Swiss do what they can in the event of 
problems with the regime, American travelers to Iran should 
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understand that Swiss ability to be effective in the current 
environment is severely circumscribed. Until such time as 
U.S./Iranian relations improve, firms that can may wish to 
consider using third country nationals, particularly those 
whose nations are represented in Tehran. Iran is reluctant to 
grant visas to Americans. A few journalists have been in, as 
have a few businessmen and American supporters of the 
revolution. Most of these went at the invitation of the 
Iranian government. 


U.S. imports from Iran are virtually all oil. Since there 
are no known term contracts between U.S. firms and Iran, all 
U.S. purchases of Iranian oil were presumably made on the spot 
market. Purchases rose sharply in the last four months of 1982 
when Iranian oil was attractively priced. There are 
indications that purchases dropped in 1983 when Iran began 
adhering more closely to OPEC production levels and prices. 
U.S. exports to Iran are a combination of oil field equipment, 
agricultural goods, intermediate industrial goods and spare 
parts for U.S. manufactured goods already in Iran's inventory. 
The export figure ($122 million in 1982 and $72.5 million for 
the January-May period in 1983) may underestimate the actual 
figures, though it is impossible to determine by how much. The 
Government of Iran does not wish to be seen dealing with the 
United States, and in some international tenders has 
specifically stated that the goods may not be U.S. sourced. 
Much of the trade is conducted through intermediaries or with 
subsidiaries of U.S. firms in third countries. U.S. exporters 
of goods will generally find themselves dealing with middlemen, 
usually private Iranian businessmen operating out of offices in 
Europe. Many goods are transshipped via third countries. 
Engineering contracts are apparently awarded to Iranian firms 
which must then subcontract with foreign firms if they lack the 
expertise to do the work themselves. As of mid-1983 there were 
some signs of Iranian willingness to deal with U.S. firms, 
including a few instances of direct contact between Iranian 
government entities and American suppliers. This is 
particularly true with regard to the oil services industry. 
Iranian attitudes toward trade are, however, subject to change 
depending on the relative influence of the ideologues and the 
pragmatists in Tehran. 


Despite the government's emphasis on the agricultural 
sector, Iran can be expected to remain an importer of food for 
some time to come. Oil field and refinery related goods should 
also be in demand. Much of what is in place has suffered from 
lack of maintenance and wear and tear, and the Iranians are 
well aware of the importance of this sector on their economy 
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Aside from the badly strained political relations between 
Iran and the United States, normalization of trade will depend 
on the resolution of many of the claims now being arbitrated at 
The Hague. Many U.S. firms that formerly had major interests 
in Iran are reluctant to resume exports until their outstanding 
claims are resolved. 


The U.S. Government is not aware of any particular payments 
problems associated with doing business with the Islamic 
Republic of Iran. The volume of trade has been low relative to 
prerevolutionary levels. Moreover, until recently Iran was so 
short of foreign exchange that suppliers insisted on advance 
payment. Letters of credit are closely monitored by the 
Central Bank, which in addition to allocating foreign exchange, 
must certify that the goods to be imported are in short supply 
and that the price is reasonable. The Central Bank does not 
confirm letters of credit. Most U.S. banks are settling their 
claims against Iran, but none, to our knowledge, has resumed 
normal banking relations as of this writing. 


U.S. firms doing business with Iran would be well advised 
to pay close attention to terms of payment. Tenders and Letter 
of Credit, may specifically state the goods may not be of U.S. 
origin or they may specifically require another country as the 
Origin of the goods. In addition, there is a danger that Iran 
may be underestimating its spending requirements and 
overestimating its future income stream. Foreign exchange 


seems to be available now, but may be in short supply several 
years hence. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-421-007:558 





